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Summary from the Auditor

July 9, 2004

Speaker of the House of Representatives, Walter R. Freed
President Pro-Tempore of the Senate, Peter Welch
Governor James Douglas

Honorable Members of the Vermont General Assembly

Dear Sir or Madam:

| am writing to transmit to you a summary of the audits and required financial reports
of the County Sheriffs and Assistant Judges for the Fiscal Year ending June 30,
2003. These audits and reports are required by 24 V.S.A. § 290, a copy of which is
included in Appendix A. The complete text of the audits for each county is available
from our Office upon request.

The County Sheriffs’ Departments that received the required biennial independent
audits for FY 2003 were Bennington, Chittenden, Orange, Windham and Windsor.
The Washington County Sheriff's Department was audited as of June 30, 2003
according to 24 V.S.A. § 290, which states:

“The auditor of accounts and his or her authorized representatives may at any
time examine the records, accounts, books, papers, contracts, reports and
returns of the county sheriff departments as they pertain to funds received or
disbursed for the benefit of the state, the counties, or the sheriffs such as arise
from activities engaged in by virtue of their offices.”

These audits were completed by R. F. Lavigne & Company (auditors) in accordance
with Government Auditing Standards issued by the Comptroller General of the United
States. Please refer to Appendix B for a description of the approach and methodolo-
gy used to secure the independent accounting firm. Appendix D outlines issues par-
ticular to the Washington County Sheriff's Department that our Office has raised with
the Attorney General.

The Independent Auditor’s Report for each of these audits includes a Schedule of
Findings that is summarized below. These audit findings range from more serious
issues related to material noncompliance with laws and regulations to accounting
practices that need improvement and that are typically found in small organizations.
In all cases, the independent auditor recommended procedures to improve these
controls. Please refer to Appendix C for a description of the accounting terms used
to describe the findings outlined below.



Overall, auditors observed a number of weaknesses within the departments, some of
which occurred at more than one department, or continued to reoccur. To address
these issues we recommend that Vermont sheriffs:

 Develop uniform procedures that will be included in the State of Vermont’s Uniform
Accounting Manual for County Sheriffs Department (Manual) to guide how sheriffs
are compensated for the 5 percent contract provision, which they are allowed to
take pursuant to 24 VSA §291a(c). This policy should, at a minimum, require that
departments receive contract payments before the 5 percent is paid to the sheriff
(preliminary guidance offered by the Attorney General’s Office for administration of
the 5 percent provision is attached as Appendix E);

* Provide training to sheriffs and department accountants in adhering to standards
set out in the Manual, with special emphasis upon maintaining adequate back-up
records for all balances shown on the financial statements, including receivables
and payables; and,

» Consider adopting a uniform accounting software package.

In addition, the General Assembly may wish to follow the federal practive of requiring
those departments with material weaknesses, or material non-compliance issues, to
be audited in each subsequent year until such findings are addressed.

The General Assembly may also wish to amend 24 VSA §291a(c) to clarify issues
surrounding the payment of the 5 percent administration fee and require that all con-
tract payments must coincide with the state fiscal year.

The Balance Sheets and Statement of Revenues, Expenses and Changes in Retained
Earnings for the Sheriffs’ Departments are summarized in Schedules 1 & 2, respec-
tively. Additionally, Title 24 V.S.A. § 73(a) requires each county to provide its Sheriff’'s
Department with certain specific funds, facilities, personnel, equipment and services.
Under 24 V.S.A. §290b(d), the Assistant Judges must forward to the State Auditor a
report reflecting funds distributed by the county to or on behalf of the sheriffs’ depart-
ments. These reports are summarized in Schedule 3.



The accompanying compilations are based on the representations of the County
Sheriffs and Assistant Judges. We have not audited or reviewed the underlying
financial records and documentation and, accordingly, do not express an opinion or
any other form of assurance on them.

Sincerely,

Elizabeth M. Ready
Vermont State Auditor

CC: Michael K. Smith, Secretary, Agency of Administration
Robert Hofmann, Commissioner, Department of Finance and Management
Jane Woodruff, Executive Director, Department of State’s Attorneys and
County Sheriffs Departments
State Library



Washington County Sheriff’s Department

Material Weaknesses

« As of June 30, 2002, the Sheriff owed the Department $22,795 for advances made

to him over a period of years. In July 2002, the Sheriff repaid the Department
$19,600, resulting in a net amount owed to the Department of $3,195 as of
July 10, 2002.

As in prior years, the Sheriff again took several cash advances from the Department
during the year ended June 30, 2003. Most notable was the fact that the Sheriff
borrowed $25,000 in the Department’s name. However, he deposited the loan
proceeds in the bank account of a member of his family. The subsequent repayment
of the $26,000 loan with interest was charged to the amount the Sheriff owes the
Department.

In addition to the $26,000 loan indicated above and the $3,195 due from the prior
year, the Sheriff also received cash advances of $1,935 on the Department’s credit
card, $154 for personal cell phone usage, and $330 for other charges.

The end result is that, as of June 30, 2003, the Sheriff now owes the
Department $31,614 for what are primarily cash advances to himself.

While not specifically cash advances, but characterized as Department purchases
of equipment, two instances were noted where the Sheriff purchased equipment for
the Department from himself.

On August 23, 2003, the Sheriff sold the Department a 10-year-old set of toolboxes
and hand tools for $3,800. There was no apparent appraisal of the toolboxes and

tools and, therefore, it is unclear as to whether these items were worth $3,800. The
Sheriff prepared the bill of sale to himself and also approved payment for the tools.

On December 30, 2002, the Sheriff sold the Department a General Electric Range
Radio for $1,200 and, again, the Sheriff prepared the bill of sale to himself and
approved payment for the radio.

While the above two transactions may represent legitimate needs of the
Department, they are listed here in light of the history of the Sheriff’s taking cash
advances from the Department as indicated above. (See Appendix D for

select correspondence from the State Auditor to the Attorney General’s Office)



(Washington County Sheriff’s Department, continued)
Material Non-Compliance

» Pursuant to 24 V.S.A., § 291a(c), the Sheriff may be compensated for the
administration of certain contracts. The section states the following:

“A contract under this section may contain provisions for compensation to the
Sheriff for administration of the contract and related services. No compensation
may be paid to a sheriff for administration of the contract or related services
unless the contract sets forth in writing the rate or method of calculation for the
compensation and a schedule of payment; provided that a sheriff’s
compensation for administration shall not exceed five percent of the contract.
A sheriff’s rate of compensation shall be at a rate equivalent to other
employees of the department who provide similar services under the contract.
Compensation to the sheriff shall be made in accordance with the schedule
set forth in the contract but in no event may a sheriff be compensated for
administration of the contract and related services unless the compensation is
made in the same calendar year in which the revenue was received by the
department under the contract.”

During FY 2003, total payments to the Sheriff of $875 were made for contract
administration. None of the amount paid was supported by any documentation.
Request of the Sheriff to provide documentation as to how the amount was
determined went unanswered. Based on the review of contracts containing the

5 percent provision, it was noted there was sufficient revenue to allow for payment
of $875 and, therefore, no further audit work was performed in this area.

It should be noted that the Sheriff has not yet repaid the $25,655 of excess
entitlement the Sheriff received in the past two years under the 5 percent provision
of the Statute.

When you consider the amounts the Sheriff owes as indicated above related
to advances, the possible amounts as indicated in transactions, and the
excess the Sheriff owes on overpayment on 5 percent contract administration,
the total amount the Sheriff owes the Department is approximately $62,269.

» According to 24 V.S.A. § 291a(d) a written contract between the Sheriff’s
Department and a governmental or non-governmental entity is required when the
total cost of a contract exceeds $2,000 or the duration of services provided by the
Department exceeds 10 working days. As in the prior two years, we found
instances where the required written contracts were not executed.



(Washington County Sheriff’'s Department, continued)

* The Manual requires segregation of duties for internal control purposes. The book
keeper performs routine bookkeeping services and is an authorized check signer
who signs the majority of the Department’s checks. Due to the bookkeeper’s
record keeping responsibilities, she should be removed as an authorized check
signer to meet the requirements of the Manual.

» The Manual states that the Sheriff should approve the deputies’ activity logs or
timesheets. Our review of payroll timesheets indicated the required approval of
timesheets was not documented. As in the past two audits, we recommend the
Sheriff review all employees’ timesheets and sign or initial them to document his
review and approval as required.

Chittenden County Sheriff’s Department
Material Weaknesses

» The Department does not maintain an accounts receivable or accounts payable
listing. Upon request, Department personnel created the listing to enter as journal
entries to the general ledger. As this was mentioned in the audit for FY 2000, the
suggestion is again made that the Department maintain their accounts receivable
and accounts payable listings on a current basis and keep the listings as a
permanent part of the Department’s accounting ledgers.

» The audit of the Department’s cash account at June 30, 2003 revealed
unreconciled differences from the general ledger of approximately $6,000. The
difference remained unreconciled three months after year-end. It was recommended
that the Department more closely monitor their records and reconciliations, and
perform and investigate large unreconciled differences in a timely manner.



Bennington County Sheriff’s Department
Material Weakness

* In auditing the June 30, 2003 balance of accounts receivable, the accounts
receivable detailed listing showed approximately $13,500 of unpaid invoices that
had been paid to the Department in December 2002. This detailed accounts
receivable listing agreed to the amount listed in the general ledger, thus overstating
the assets by $13,500.

Auditors reviewed reconciliation procedures to discover how the $13,500 of cash
received and deposited in the bank had remained on the detailed listing and
balanced to the general ledger. Auditors noted that no one was performing a
reconciliation of accounts receivable to prove the validity or reasonableness of the
general ledger balance. Such reconciliation would have allowed the Department to
discover the error.

The Department subsequently implemented appropriate procedures to reconcile the
amounts on the detailed open invoice listing to the unpaid bills on file, as well as a
methodology to reconcile the balance in the general ledger.

Reportable Conditions

* Auditors were unable to reconcile payroll as reported in the general ledger to the
gross payroll as reported on the Quarterly Forms 941 as filed with the Internal
Revenue Service. The contract bookkeeper was requested to complete the
reconciliations for the four quarters covering the fiscal year ended June 30, 2003
and adjusting entries were made to correct the mispostings.

The above condition was discussed with the Sheriff who immediately implemented a
requirement for the bookkeeper to perform the reconciliations of payroll per general
ledger to the amounts being reported to the government.

* Payroll tests revealed that, of the timesheets reviewed, employees only signed
approximately 70 percent of the timesheets and none were signed or initialed by
management to document approval. The recommendation was made that
employees sign all timesheets as verification of hours and assignments worked and
that management review and approve all timesheets and document this approval by
signing or initialing the timesheet.



Windham County Sheriff’s Department

Material Weakness

* The opening balance of cash as of July 1, 2002 was overstated by approximately
$23,500. While reconciliations were performed in a timely manner, the balance
reported was higher due to the voiding of checks that were written prior to
June 30, 2003. Once auditors were confident that the error was caused by the
voiding of previously issued checks, a methodology to prevent such an event from
happening again was discussed with the office manager and the Sheriff.

Material Non-Compliance

* Pursuant to 24 V.S.A., § 291a(c) [as described above], the Sheriff may be
compensated for the administration of certain contracts.

During FY 2003, payments were made to the Sheriff for contract administration based
on an estimate of overall entitlement to the Sheriff. As of June 30, 2003, the Sheriff
had received an overpayment of $9,568. This appears on the Department’s balance
sheet as a receivable as of June 30, 2003.

Auditors reviewed this situation subsequent to year end, and found that the amount
the Sheriff was entitled to under the 5 percent provision of the Statute exceeded the
previous advances and resulted in a net amount due to the Sheriff of $4,650 as

of September 30, 2003.

Orange County Sheriff’s Department

Material Weakness

» The State of Vermont’s Uniform Accounting Manual for County Sheriff Departments
(Manual) requires segregation of duties for internal control purposes. It was noted
that the administrative assistant is responsible for bookkeeping, making deposits,
and reconciling the bank statements. She is also an authorized check signer. This
precludes a sufficient segregation of duties to ensure adequate internal controls.
The recommendation was made that the Sheriff periodically obtain unopened bank
statements and review bank activity and cancelled checks. This review would be
documented by the Sheriff’s initials and date on the bank statement.

Windsor County Sheriff’s Department

No Material Weaknesses, Reportable Conditions or Material Non-Compliance

-10 -
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Appendix A

Vermont Statutes Annotated

Title 24: Municipal and County Government
Chapter 5: County Officers; Powers And Duties

§ 290. County sheriff’s department

(a) A sheriff’'s department is established in each county. It shall consist of the elected
sheriff in each county, and such deputy sheriffs and supporting staff as may be
appointed by the sheriff. Full-time employees of the sheriff's department, paid by the
county, shall be county employees for all purposes but shall be eligible to join the state
employees retirement system, provided the county shall pay the employer’s share. The
sheriff’'s department shall be entitled to utilize all state services available to a town
within the county.

(b) Full-time deputy sheriffs whose primary responsibility is transportation of prisoners
and mentally ill persons shall be paid by the state of Vermont. The appointment of
such deputies and their salary shall be approved by the governor, or his designee.

(c) Equity, indebtedness, ownership of equipment and title to motor vehicles associated
with the operation of each sheriff’'s department and purchased with department funds
shall be held in the name of the department, not in the name of the sheriff. The depart-
ment is constituted as a legal entity with the power to contract and incur liabilities.

(d) Upon the election of a sheriff-elect who is not the incumbent sheriff, or upon notice
of the resignation of the sheriff, all financial disbursements from the accounts of the
department, including the transfer of real or personal property, or other assets, of the
department shall be co-signed by the sheriff and the assistant judges. A report of all
financial disbursements or transfers made pursuant to this subsection shall be forward-
ed by the assistant judges to the auditor of accounts within 15 days of completion of
the out-going sheriff’'s duties. (Added 1977, No. 218 (Ad]. Sess.), § 1; amended 1987,
No. 262 (Adj. Sess.), § 3; 1991, No. 257 (Ad,. Sess.), § 4.)
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§ 290b. Quarterly reports; audits

(a) Quarterly, on or before April 30, July 31, October 31 and January 31, the sheriff
and each full-time deputy sheriff shall furnish to the finance and management commis-
sioner and to the assistant judges for filing with the county clerk, on forms provided by
the commissioner, a sworn statement of all sums in addition to full-time salaries
received by each of them as compensation acquired by virtue of their offices. Such
reports shall be public records. The sheriff shall revoke the commission of any full-time
deputy sheriff who fails to file such a report. The commissioner of finance and man-
agement shall withhold payments of salary and expenses to any sheriff or full-time
deputy sheriff who fails to file such a report.

(b) The auditor of accounts shall adopt and sheriffs shall comply with a uniform system
of accounts, controls, and procedures for the sheriff’'s department, which accurately
reflects the receipt and disbursement of all funds by the department, the sheriff, and all
employees of the department. The uniform system shall include:

(1) Requirements for written financial records and books.

(2) Procedures for the recording of all financial transactions and the
maintenance of such records.

(3) Procedures to ensure proper documentation to ensure that all disbursement
transactions are properly supported, approved, and recorded.

(4) Procedures to ensure that all receipts are properly supported and recorded.

(5) Procedures to ensure that bank receipt and disbursement accounts are
reconciled on a timely basis.

(6) Procedures for the preparation of an annual set of financial reports which
accurately reflects the financial transactions and condition of the department.

(7) Procedures to ensure that all payments for services performed by the sheriff,
deputy sheriffs, or other employees of the department rendered by virtue of
their office are made to the sheriff's department.

(8) Procedures and controls which identify revenues received from public
entities through appropriations or grants from the federal, state or local
governments from revenues received through contracts with private entities.

(9) Other procedures and requirements as the auditor of accounts deems
necessary.

(c) The auditor of accounts and his or her designee may at any time examine the
records, accounts, books, papers, contracts, reports and other materials of the county
sheriff departments as they pertain to the financial transactions, obligations, assets,
and receipts of that department. The auditor, or his or her designee, shall conduct an
audit of the accounts for a sheriff’'s department whenever the incumbent sheriff leaves
office.
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(d) Annually each sheriff shall furnish the auditor of accounts on forms provided by the
auditor, a financial report reflecting the financial transactions and condition of the sher-
iffs department. The sheriff shall submit a copy of this report to the assistant judges of
the county. The assistant judges shall prepare a report reflecting funds disbursed by
the county in support of the sheriff's department and forward a copy of their report to
the auditor of accounts. The auditor of accounts shall compile the reports and submit
one report to the general assembly.

(e) Biennially, according to a schedule established by the auditor of accounts, each
sheriff shall retain a public accountant selected by the sheriff and the assistant judges
to conduct an audit of the financial systems, controls, and procedures within the
department. The public accountant shall prepare a written report detailing the review of
the department. A copy of this report shall be forwarded to the assistant judges and
the auditor of accounts. The cost of this report shall be paid by the secretary of admin-
istration, auditor of accounts and the sheriff’'s department, in equal amounts. (Amended
1991, No. 257 (Adj. Sess.), § 3, eff. July 1, 1993; 1993, No. 60, § 55a.)

§ 291a. Contracts

(a) In the name of the sheriff's department, the sheriff may enter into written contracts
with the state of Vermont, an agency of the United States, one or more towns within or
without the county, or any nongovernmental entity, to provide law enforcement or other
related services including, but not limited to, security services, central dispatching for
police, fire or ambulance services, and centralized support services. Contracts
between the sheriff's department and a town shall be valid if approved by the sheriff
and by a majority of the selectmen of the town provided that funding has been
approved by a duly warned annual or special town meeting. Deputy sheriffs engaged
in the performance of a contract shall be considered employees of the sheriff’'s depart-
ment for all purposes, except that for purposes of determining eligibility for Social
Security, employees under this section shall be considered county employees, provid-
ed however that the sheriffs’ departments shall be responsible for employers’ contribu-
tions.

(b) A contract made with a town to provide law enforcement or related services shall
contain provisions governing the following subjects as best suit the needs of the par-
ties:

(1) The services to be provided, including state statutes, or town ordinances
or both, which are to be enforced;

(2) Rates of compensation, allocation of expenses, total cost of contract and
methods of payment therefore;

(3) Ownership of any property acquired under the contract in event of
termination of the contract;

(4) The type, frequency and information to be contained in reports submitted by
the sheriff's department to the town;
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(5) Methods adopted to resolve disputes;

(6) The term of the contract shall specify the commencement and termination
date of the services to be provided and provisions for renewal thereof; and

(7) Such other items, not inconsistent with law, as may be agreed upon.

(c) A contract under this section may contain provisions for compensation to the sheriff
for administration of the contract and related services. No compensation may be paid
to a sheriff for administration of the contract or related services unless the contract sets
forth in writing the rate or method of calculation for the compensation and a schedule
of payment; provided that a sheriff's compensation for administration shall not exceed
five percent of the contract. A sheriff’s rate of compensation shall be at a rate equiva-
lent to other employees of the department who provide similar services under the con-
tract. Compensation to the sheriff shall be made in accordance with the schedule set
forth in the contract but in no event may a sheriff be compensated for administration of
the contract and related services unless the compensation is made in the same calen-
dar year in which the revenue was received by the department under the contract.

(d) An agreement or contract for services between a sheriff’'s department and govern-
mental or nongovernmental entity shall be in writing if the total cost of the contract or
agreement exceeds $2,000 or the duration of the services provided exceeds ten work-
ing days or if the cumulative total of the contracts or agreements entered into by the
sheriff's department and the same governmental or nongovernmental entity exceeds
$2,000 or ten working days within a calendar year. Annually, the sheriff shall submit to
the assistant judges for filing with the county clerk a report of all written contracts, cate-
gorized by the contracting party, services rendered, date of contract, and amount
received.

(e) Each sheriff's department shall establish a procedure for all purchase contracts
entered into by the department. The procedure shall be established in writing, filed with
the assistant judges and made available for public review. The written procedure shall
also be forwarded to the auditor of accounts for use in the conduct of audits required
under this chapter. (Added 1977, No. 218 (Adj. Sess.), § 2; amended 1987, No. 121, §
10; 1991, No. 257 (Ad]. Sess.), § 2.)
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Appendix B

Approach and Methodology

According to Title 24 V.S.A. § 290b(e): “Biennially, according to a schedule established
by the auditor of accounts, each sheriff shall retain a public accountant selected by the
sheriff and assistant judges to conduct an audit of the financial systems, controls and
procedures within the department.”

Title 24 V.S.A. § 290b(d) further requires that: “The auditor of accounts shall compile
the reports and submit one report to the general assembly.”

Historically, the county sheriffs’ departments had little or no response to their requests
for proposals and had difficulty arranging for accounting firms to complete the required
audit work in a timely manner.

Staff from the State Auditor’s Office met with the Sheriffs throughout the first six
months of 2001 to discuss strategies for improving the problems in retaining qualified
independent accounting firms to conduct the audits in a timely manner. At that time it
was determined that a single Request for Proposals (RFP) to conduct the audits of all
county sheriffs’ departments would likely yield the best response. Representatives
from the Sheriffs’ Association Executive Committee anticipated that a single contract
with the same accounting firm would incorporate a more efficient and economic
process that was difficult to implement when the 14 separate departments solicited
bids, made awards, and attempted to provide timely audited or unaudited financial
statements to the State Auditor’s Office.

The State Auditor’s Office agreed to manage and coordinate the administrative work
associated with conducting a competitive bidding process including the development of
the RFP. Four independent accounting firms responded to the RFP and following an
evaluation process members of the Vermont Sheriffs’ Association’s Executive
Committee endorsed a proposal by R.F. Lavigne & Company of Williston, to perform
the biennial audit of Vermont’s 14 County Sheriffs’ Departments for FY 2001 and FY
2002. This proposal and subsequent contract were later agreed to and approved by all
county sheriffs’ departments and assistant judges with the exception of Essex County.
At the time the contract was being developed Essex County felt that given their small
Office they could procure a local accountant for less cost. However, they since have
contracted with R.F. Lavigne & Company to perform their biennial audit.

In 2003, the Auditor’s Office and Sheriff's Association agreed to extend this contract

with R.F. Lavigne & Company for an additional two-year term, as allowed under
Agency of Administration Bulletin No. 3.5, Contract Procedures.
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All audits conducted by R.F. Lavigne & Company are completed in accordance with
generally accepted auditing standards and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States.

A separate audit report on the financial statements, internal controls and compliance,
in accordance with generally accepted government auditing standards, is required for
the financial statements of each department. A letter of findings and recommendations
is also expected, if applicable.

Financial statements are formatted in accordance with the sample financial statements
included as Appendix G of the Uniform Accounting Manual for the County Sheriff
Departments (rev.12/1998), as prepared by the Vermont State Auditor of Accounts.

Copies of the final audit reports are provided to the respective sheriffs’ departments
and to the Office of the State Auditor.
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Appendix C

Glossary of Terms

Non-Compliance

Auditors should design the audit to provide reasonable assurance of detecting material
misstatements resulting from violations of provisions of contracts or grant agreements
that have a direct and material effect on the determination of financial statement
amounts or other financial data significant to the audit objectives. If specific information
comes to the auditors’ attention that provides evidence concerning the existence of
possible violations of provisions of contracts or grant agreements that could have a
material indirect effect on the determination of financial statement amounts or other
financial data significant to the audit objectives, auditors should apply audit procedures
specifically directed to ascertain whether violations of provisions of contracts or grant
agreements have occurred or are likely to have occurred.

Auditors should be alert to situations or transactions that could be indicative of abuse,
and if indications of abuse exist that could significantly affect the financial statement
amounts or other financial data, auditors should apply audit procedures specifically
directed to ascertain whether abuse has occurred and the effect on the financial state-
ment amounts or other financial data.

AICPA standards and GAGAS require auditors to assess the risk of material misstate-
ments of financial statement amounts or other financial data significant to the audit
objectives due to fraud and to consider that assessment in designing the audit proce-
dures to be performed. Auditors are also required to design the audit to provide rea-
sonable assurance of detecting material misstatements resulting from direct and mate-
rial illegal acts (violations of laws and regulations) and to be aware of the possibility
that indirect illegal acts may have occurred. Under GAGAS, auditors have the same
responsibilities for detecting material misstatements arising from violations of provi-
sions of contracts or grant agreements as they do for detecting those arising from
fraud and illegal acts. Auditors should design the audit to provide reasonable assur-
ance of detecting material misstatements resulting from direct and material violations
of provisions of contracts or grant agreements. If specific information comes to the
auditors' attention that provides evidence concerning the existence of possible viola-
tions of provisions of contracts or grant agreements that could have a material indirect
effect on the financial statements or significant indirect effect on other financial data
needed to achieve audit objectives, auditors should apply audit procedures specifically
directed to ascertain whether violations have occurred or are likely to have occurred.
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Abuse is distinct from fraud, illegal acts, and violations of provisions of contracts or
grant agreements. When abuse occurs, no law, regulation, or provision of a contract or
grant agreement is violated. Rather, the conduct of a program or entity falls far short of
behavior that is expected to be reasonable and necessary business practices by a pru-
dent person. Auditors should be alert to situations or transactions that could be indica-
tive of abuse. When information comes to the auditors' attention (through audit proce-
dures, allegations received through a fraud hotline, or other means) indicating that
abuse may have occurred, auditors should consider whether the possible abuse could
affect the financial statement amounts or other financial data significantly. If indications
of possible abuse exist that significantly affect the financial statement amounts or other
financial data, the auditors should extend the audit steps and procedures, as neces-
sary, to (1) determine whether the abuse occurred and, if so, (2) determine its effect on
the financial statement amounts or other financial data. Auditors should consider both
quantitative and qualitative factors in making judgments regarding the materiality of
possible abuse and whether they need to extend the audit steps and procedures.
However, because the determination of abuse is subjective, auditors are not expected
to provide reasonable assurance of detecting abuse.

Source: Government Auditing Standards (Yellow Book), 2003 Revision, paragraphs
4.17, 4.18, 4.19 and 4.20.

Immaterial Non-Compliance

A finding which discusses conditions representing non-compliance with laws and regu-
lations, or provisions of contracts or grant agreements, the effects of which do not
have a material effect on the financial statements.

Material Weakness

A material weakness in internal control is a reportable condition in which the design or
operation of one or more of the internal control components does not reduce to a rela-
tively low level the risk that material misstatements caused by error or fraud in
amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. Although this section does not require
that the auditor separately identify and communicate material weaknesses, the auditor
may choose or the client may request the auditor to separately identify and communi-
cate as material weaknesses those reportable conditions that, in the auditor’s judg-
ment, are considered to be material weaknesses.

Source: Codification of Statements on Auditing Standards, AU § 325.15

-22 .



Reportable Condition

Specifically, these are matters coming to the auditor’s attention that, in his or her judg-
ment, should be communicated to the audit committee because they represent signifi-
cant deficiencies in the design or operation of internal control, which could adversely
affect the organization’s ability to record, process, summarize and report financial data
consistent with the assertions of management in the financial statements. Such defi-
ciencies may involve aspects of the five internal control components of (a) the control
environment, (b) risk assessment, (c) control activities, (d) information and communica-
tion, and (e) monitoring.

Source: Codification of Statements on Auditing Standards, AU § 325.02

-23 -



- 24 -



Appendix D

April 29, 2004

Bill Rice, Assistant Attorney General
Office of the Attorney General

109 State Street

Montpelier, VT 05609-1001

Dear Mr. Rice:

I am writing to follow-up on my November 17, 2003 letter to Deputy Attorney General Malley
and to the April 12, 2004 court proceedings regarding Washington County Sheriff Donald
Edson’s guilty plea of False Claim.

I understand from the Notice of Plea Agreement that the special probation conditions include
restitution in the amount of $32,613 as well as the ability of the State to “pursue civil remedies
with respect to remaining claims.”

We understand that the restitution amount of $32,613 includes the following amounts owed as
outlined in the FY 2003 Financial Statement audit conducted by R.F. Lavigne & Company:

$ 3,195 For the balance of funds owed from advances made to the Sheriff.
25,000 For the loan to the Sheriff in the Department’s name.
2,000 For interest associated with the loan.
1,935 For cash advances to the Sheriff on the Department’s credit card.
154 For personal cell phone charges.
330 For other personal charges.
$32,614 Total Restitution
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My letter of November 17, 2003 noted a total of $62,268 that Sheriff Edson owed to the
Washington County Sheriff’s Department as of June 30, 2003. When we subtract the amounts
owed as restitution we note that the following amounts are still owed by the Sheriff as outlined
in the FY 2003 Financial Statement audit conducted by R.F. Lavigne & Company:

$ 5,000 For Departmental equipment the Sheriff purchased from himself in FY 2003
25,655  For receipt of contractual fees to which he was not entitled in FY 2002.

$30,655  Total

In addition the Washington County Sherift’s Department still owes this Office a total of
$11,055 for additional auditing services for the FY 2001 audit, and the full costs of the FY
2002 audit that was conducted at the request of the Attorney General’s Office. These additional
auditing costs were occasioned by the conduct of Sheriff Edson and to date have been paid with
state supported General Funds from my Office’s budget. I have attached previous correspon-
dence relating to this matter for your information.

I am hopeful that the civil claim against Mr. Edson will include the remaining funds that are
still owed.

I would be happy to discuss this with you in more detail. Please let me know if you have any
questions.

Sincerely,
Elizabeth M. Ready
State Auditor

Attachments
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Appendix E

June 9, 2003

Pietro J. Lynn, Esq.

Counsel, State Sheriffs’ Association
Lynn & Associates, P.C.

7 Kilburn Street

Burlington, VT 05401

Re: Sheriff Compensation
Dear Pietro:

At a recent meeting of the Executive Committee of the State Sheriffs’
Association, hosted by the State Auditor, you asked that this office respond to sev-
eral questions. Your questions centered on the meaning of 24 V.S.A. § 291a(c).
That subsection provides:

§ 291a. Contracts

(c) A contract under this section may contain provisions for
compensation to the sheriff for administration of the contract and
related services. No compensation may be paid to a sheriff for
administration of the contract or related services unless the contract
sets forth in writing the rate or method of calculation for the
compensation and a schedule of payment; provided that a sheriff’s
compensation for administration shall not exceed five percent of the
contract. A sheriff’s rate of compensation shall be at a rate equivalent
to other employees of the department who provide similar services
under the contract. Compensation to the sheriff shall be made in
accordance with the schedule set forth in the contract but in no event
may a sheriff be compensated for administration of the contract and
related services unless the compensation is made in the same calendar
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year in which the revenue was received by the department under the
contract.

You first asked whether a sheriff is required by this subsection to keep track
of time spent on the administration of a particular contract. I believe that the
answer to that question depends on how the contract is drafted. Clearly, a contract
providing for this type of compensation is required to contain “the rate or method
of calculation for the compensation ...” Accordingly, if the contract provides a for-
mula for payment which is based upon the number of hours spent administering a
contract, then it would seem to require the sheriff to account for time spent on con-
tract management. On the other hand, if the contract simply provides that the
sheriff is to receive a fixed percentage of the contract proceeds (not exceeding 5%),
then I do not believe that it is necessary for the sheriff to maintain a record of time
spent administering the contract.

You next asked whether a sheriff is entitled to receive payment under a
§291a contract for hours spent actually providing contractual services, such as
patrolling, or directing traffic. I believe that answer to that question is yes.
Clearly, the Legislature intends that sheriffs may receive fees over and above their
base salaries. For example, 24 V.S.A. §290b requires sheriffs to report quarterly
“all sums in addition to full-time salaries received by each of them as compensa-
tion acquired by the virtue of their offices.” And, as we have already seen, §291a(c)
provides that sheriffs may receive up to 5% of the proceeds of a contract for the
administration of a contract.

More to the point, subsection (c) contains the following sentence: “A sheriff’s
rate of compensation shall be at a rate equivalent to other employees of the depart-
ment who provide similar services under the contract.” This language might be
interpreted to mean that a sheriff may only be compensated for contract adminis-
tration at the same rate as other department employees are compensated for
administration. This interpretation would likely mean that sheriffs in the less pop-
ulated counties would be ineligible to receive administrative fees because no one
else would likely reject such an illogical construction. See State v. Lussier, 171 Vt.
19, 36, 757 A.2d 1017, 1028-29 (2000) (citing Craw v. District Court, 150 Vt. 114,
119, 549 A.2d 1191, 1194, (1984) for proposition that courts reject statutory con-
struction that leads to absurd results).

More important, however, is the Legislature’s use of the phrase “similar
services under the contract”, with no reference to administration. Contractual serv-
ices are the work product to be provided by the sheriff’s office, not the management
of the contract. Therefore, I concluded that sheriffs are entitled to be compensated
for actual hours that they work providing the services, which have been contracted
for. This compensation is, of course, subject to a cap. The sheriff may be paid no
more than the rate paid to other employees doing similar work. §291a(c).
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Finally, you ask whether a sheriff is required to account for actual hours
worked under a contract in order to be compensated. Such records would seem to
be mandated by 24 V.S.A. § 290b(b)(3), which requires an accounting system that,
among other things, provides “[p]rocedures to ensure proper documentation to
ensure that all disbursement transactions are properly supported, approved, and
recorded.” Further, it is hard to imagine how a sheriff would justify payment for
hours worked without submitting some form of a time report.

The foregoing are the opinions of this office. As you know, any final determi-
nation of the meaning of the statutory language at issue is ultimately up to the
courts and they may reach a different result.

Sincerely,

William H. Rice

Assistant Attorney General

cc: Elizabeth Ready, Auditor of Accounts
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